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PREFACE 


This paper is a revision of a dissertation submitted to the Uni- 
versity of Iowa in partial fulfillment of the requirements for the 
Ph.D. degree under the direction of Dr. George R. Davies. 


The purpose of the study was to indicate the contribution of 
the investor in the evolution of large financial empires; likewise 
his role in the disintegration of such empires. Since the United 
States is the economic leader of the world at the present time, it 
is thought that such an analysis is pertinent. It is hoped America’s 
business leaders will not repeat the errors of past great nations- 
and allow the United States to fall as the decadent older civiliza- 
tion before the aggressive frontier, Russia. 
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CHAPTER I 
INTRODUCTION 


This paper is not an attempt to make an intensive scientific 
study of a vertical type, but is rather an attempt to make a hori- 
zontal or extensive study of economic inter-relationships. 

Emphasis has been placed on the investment process and its 
contribution toward building historic world empires. While the 
investment process has played a very significant role from the 
time of the Babylonian to the English and American economies, 
it is recognized that trade, politics, colonization, and war have 
also contributed. This study is not, however, an economic inter- 
pretation of history. Idealistic forces are admittedly of primary 
importance. 

In tracing the investment process through historic empires, it 
is hoped that valuable material can be gained for use in solving 
present problems. Now that the English Empire is no longer able 
to exercise leadership in the world as she did in the past, the United 
States, with her vast economic power, has assumed a dominant 
position, and with this position the duties of centralization and 
organization of world economies. Thus it is felt to be very im- 
portant that Americans understand the role of the investment 
process in history so that perhaps some of the errors of the past 
will not be repeated. 


CHAPTER II 


INVESTMENT AS ILLUSTRATED IN THE 
GREAT FINANCIAL EMPIRES IN ANCIENT EPOCHS 


Back in 3000 B. C. the merchant had accumulated considerable 
knowledge regarding business relationships.' He was familiar 
with contracts and litigation. By 2500 B. C. he had formed large 
- trading companies for penetrating distant realms by caravan and 
sailing ship. He'dealt in many kinds of wares: wool, spices, soda, 
silver, ointments, and slaves. Ancient trading centers grew up: 
Ur, Uruk, Uma, along with still other ancient cities of commerce. 
Laws were in effect to regulate market prices and a variety of 
transactions.? 

Government control of business is no new phenomenon, for it 
existed in this ancient society. The priest-king was the supreme 


IR. M. Engbert and F. C. Cole, The Dawn of Civilization, pp. 19-290. 
2Miriam Beard, A History of the Business Man, p. 11. 
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entrepreneur who let contracts to the trades or “damkar.” The 
medium of exchange was bars of precious metals guaranteed by 
some temple or its deity. Those without ready cash could offer 
promissory notes. These ancient traders of the Near East pushed 
into the frontiers of Europe with their wares. As centuries 
passed their products improved. They produced excellent axes, 
daggers, sickles, primitive bayonets, and finally swords, metal 
armor, shields, and helmets. These ancient Babylonian, Phoeni- 
cian, and Greek traders may have thought they were a civilizing 
influence on the more backward Europeans, but they found them- 
selves attacked by the men they had so well equipped. The strug- 
gle between the trader and the warrior began around 1000 B. C. 
and was not decided until 146 B. C., when victorious Rome leveled 
Carthage and Corinth, the two great trading centers.’ Capitalistic 
development in antiquity in general was very similar to capitalistic 
development in later ages,* even to the present time. 


As traders pushed into the frontiers, great financial centers 
grew up at home. Large business organizations were formed to 
better share risks of the enterprising traders. Banks of deposit, 
insurance companies, holding companies, characteristic of the 
capitalistic order of today, were present during this early period. 
As these traders grew in wealth, a leisure class became established 
where the favored few could live via investment on the services 
provided by others. As these fortunes were handed down to 
children and their children’s children, vigilance became relaxed 
and the trading centers became vulnerable to attack and easy prey 
for the jealous warrior classes.® As each civilization rose and fell, 
it learned from the preceding empire and added to its own contri- 
bution so that throughout the ages progress can be noted. War- 
rior Rome learned a great deal from the people it conquered. 


GREECE 


Since it is beyond the limits of this study to trace the investment 
process through all the great financial empires in history, emphasis 
will be placed on those deemed most significant. The more ancient 
empires have been dealt with briefly. Next, attention will be 
given to Greece. 


3Ibid., pp. 12-16. 

4Carl Snyder, Capitalism the Creator, p. 71. 
SIbid. 

6Gaetans Mosca, The Ruling Class, pp. 65-66. 


BAYLOR BUSINESS STUDIES 7 


Before the outbreak of the Peloponnesian War in 431 B. C., 
the Greek world was made up of city states.? The establishment 
of these city states brought peace and order after the downfall of 
the Minoan maritime empire.8 Greece was the victorious fron- 
tier and the Minoan empire the defeated older civilization. 

The economy of the Greek city states was largely agrarian,? with 
emphasis on individualism. The more aggressive land owners in 
time acquired the land that had formerly been held by many. 
These large land owners bought slaves to cultivate the soil, but when 
the estates became very large, considerable areas were not tilled. 
As population grew, pressure for the means of subsistence forced 
the Greeks to expand. Traders pushed into frontiers with their 
wares paving the way for the establishment of Greek city states 
on barbarian soil. Expansion geographically was no longer pos- 
sible for the Greeks in the 6th century B. C., due to successful 
resistance of natives and political consolidation of the Greeks’ 
rivals in colonizing the western Mediterranean—the Carthaginians 
and Etruscans in the west and the Lydians, succeeded by the Per- 
sians, in the east.!° The Greeks had to compete with the trading 
Phoenecians who were strengthened by the warrior Persians. 

When the city states could no longer expand, they had to de- 
vote themselves to more intensive cultivation of land, and achieved 
notable progress in commerce and manufacturing, particularly in 
Athens. Innovations introduced by Athens corresponded to the 
Industrial Revolution in England at the turn of the eighteenth and 
nineteenth centuries. This progress went on in Athens for two 
generations of Solon and Peisistratus." 

The solution of the economic problem raised a political problem 
which Greek civilization was not able to solve and which caused its 
breakdown. The Greek city states should have become interde- 
pendent with an international political order, since the specialization 
was dependent upon international trade. The Persians were much 
more successful in this respect. The Greek states that were vic- 
torious over their Persian enemies were faced with this problem of 
unification. A Delian League was formed under the leadership of 
Athens that was modeled on the Persian pattern. The Greeks had 
defeated Xerxes in 480-479 B. C., but declined in power during the 


7G. Lowes Dickinson, The Greek View of Life, p. 69. 
8Arnold J. Toynbee, Civilisation on Trial, p. 56. 
9Will Durant, The Life of Greece, p. 268. 

10Beard, op. cit., p. 27. 


11Toynbee, op. cit., p. 58. 
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period 476-431 B. C.!2 The newly established Athenian leisure 
class, living on the proceeds of investment, were so preoccupied with 
the pleasures of life provided by the labor of the masses that they 
failed to create an international order and thus save themselves 
from disaster. This task of political unification was left to the 
conquering Romans, coming from the new frontier. 


RoME 

The rival of Rome was Alexandria, a great commercial center, in 
contrast to Rome, whose genius was not trade but rather political 
organization and unification. Rome was the frontier with a back- 
ward civilization compared to Alexandria. Through her traders 
who penetrated distant territories, Alexandria became an accumu- 
lator and concentrator of knowledge. She was the focal point, 
the melting pot, of many races and cultures. In a commercial 
city speed was essential, so any innovation that saved time was 
looked upon with favor. Through her desire for speed Alexandria 
did much to advance science. Technology was esteemed. The 
most advanced mechanical devices were perfected by her scientists 
—washing machines, gear wheels, the first steam engine, steam 
car, and water clock.!’ Important discoveries were made in medi- 
cine. Dissection was practiced and anesthesia was developed. In- 
vestment went into goods providing comfort and culture, while 
other outlets for her energies were penned up by Roman domina- 
tion. 

Since Alexandria could not develop a public life, she devoted 
her time to developing a private life. She invested in heating, 
lighting, plumbing, and other things providing comforts of life 
rather than in armaments to protect herself. Her bourgeoisie 
loved ease, were given to scientific rationalization and cosmopolitan 
culture. The means for such indulgences were provided by the 
vast fortunes built up through investment sponsoring business en- 
terprise and trade. This bourgeoisie had developed into a leisure 
class living on the interest received from their investment. Wealth 
was concentrated into the hands of a few giving them the power 
of controlling the economy. Saving, which at first took place at 
some sacrifice while the economy was in the initial stages, could 
now take place at little or no sacrifice by the very wealthy who 
could in effect tax the consumer through the pricing mechanism. 


12]bid., p. 59. 
13Beard, op. cit., p. 45. 
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While this leisure class stimulated production by their consumption, 
the type of wasteful consumption they indulged in made them vul- 
nerable to attack from a more aggressive frontier. Thus there 
was bound to be a duel between mercantile Alexandria and warrior 
Rome, and it was inevitable that the latter would be the victor. 

As was noted above, Rome’s contribution to civilization was not 
primarily in the building up of a great empire through trade and 
business enterprise, but rather in the building up of an empire by 
forcing, with her military victories, political unification upon the 
various surrounding trading empires with the central authority 
located at Rome. Rome viewed Alexandria as a parasite living off 
her empire. The leaders of Rome saw the gold they had acquired 
hy conquest drained away to the already fabulously wealthy Alexan- 
drians by the latter’s enticing the Romans to buy their goods. The 
Roman warriors were not happy with the comparison of their _ 
rugged way of life with that of the indolent, luxurious leisure class 
of Alexandria. On the other hand Alexandrians felt Rome was a 
tax leech depriving them of their profits gained legitimately through 
commerce. Thus the battle was on, with frontier Rome the victor 
as before she had been over Athens, Carthage, and Corinth. 

In the course of her conquests Rome laid the basis for inter- 
national finance capitalism. She exacted tribute from the places 
she conquered, the tribute to which Alexandria so much objected. 
Since this tribute needed to be collected and transmitted back to 
Rome over what then seemed like vast distances, Rome required 
the services of money lenders. 

The warrior class in Rome felt themselves above trade or money 
lending.'* This service was generally performed by the plebeian 
class. It was inevitable that the warrior landlord and moneyed 
plebeian classes would clash over the spoils of conquest. While 
theoretically this warrior landlord class felt themselves above trade, 
actually they could stoop to any transaction that promised to be lu- 
crative through the medium of slaves. They saw the moneyed 
plebeians living in idle luxury off the interest on their investments 
and they, too, wanted to reach the coveted goal of living in leisure 
from the interest accumulated on their investments. This easy 
life was much to be preferred to that of the rough and dangerous 
life of the soldier. Gradually the Romans began to love money 
and success. They spent their time higgling over investments in- 
stead of discussing philosophy. Money itself was esteemed. Great 


14Brooks Adams, The Law of Civilization and Decay, p. 77. 
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similarities can be noted between the Romans and the Victorians 
in their money madness and systematic exploitation of human labor 
and property.!5 
While these Roman businessmen were amassing great wealth, 
the Roman soldier looted and destroyed many cities. The splendor 
of Mediterranean civilization was demolished by Roman armies. 
The destruction was later completed by barbarian hoards sweeping 
down from the north.!¢ 
Through all this the role of investment was important. Invest- 
ment sponsored trade with these barbarians, instilling in them the 
desire for luxuries and luring them to conquer centers of wealth.!” 
Money was drained away from the west to acquire luxury goods 
from the east for trading purposes. Thus a scarcity of money 
created havoc in Rome. The bourgeoisie had yielded to the landed 
gentleman ideal, drawing fortunes away from business enterprise 
to the land. As Ferrero so aptly describes the situation in The 
Greatness and Decline of Rome,}§ 

“We shall watch in the generation between 

Augustus and Nero the appearance of a new 

aristocracy out of the mercantile democracy of 

’ Ceasar’s age; we shall watch this aristocracy, all 


powerful in a peaceful empire, crumble slowly to 
pieces through its own prosperity.” 


Business became stagnant. The children grew up in the country 
and were lost to business life, the main occupation being that of 
spending their inheritances. Thus a leisure class developed living off 
the fortunes left them by their predecessors. Because of the 
scarcity of hard money, paper money was used, and inflation re- 
sulted. The emperors tried to halt the inflation by fixing prices 
under the death penalty. Even such rigid decrees were not able 
to halt rising prices. In order to stimulate business, the emperors 
decreed under dire threat that businessmen must join “collegia” 
(corporations) and keep up activity. Honor and titles were offered 
businessmen. The state had to enter more and more fields of in- 
dustry. Others the church took over.!% 

Alexandria veered toward Christianity during the long period of 
the Fall of Rome. Christianity appealed to those without property 
and to those living a rather empty life because it promised a bet- 


1SBeard, op cit., p. 49. 

16]bid., p. 47. 

17Will Durant, Caesar and Christ, p. 630. 
18Guglielmo Ferrero, Preface, p. viii., Vol. I. 
19Will Durant, Caesar and Christ, p. 644. 
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ter life in the hereafter. It was church doctrine that private prop- 
erty was the creation of God, not man, and it urged sharing of 
the wealth. It was common thinking that it was difficult for a 
rich man to enter the Kingdom of Heaven. Roman emperors 
tried to put down this religion because they deemed it subversive 
and capable of undermining the state. But force could not put an 
end to Christianity. 

The attitude of Christian leaders towards business was a mixture 
between the old Hebrew philosophy and that of the Greeks. The 
Hebrew philosophy favored an agrarian economy with land widely 
held, and placed emphasis on the family life.2? The Greeks, par- 
ticularly the Stoics, in the later period thought that there should be 
a one-world nation, and within that nation there should be equal 
rights to the means of production. Christianity espoused this doc- 
trine of the rights and privileges of the common man, reversing 
the trend of emphasis toward landlords and kings. 

At first the church brotherhoods held no property of their own, 
but kept possessions in trust for the poor. Also, the clergy were 
forbidden to trade. The church tried to suppress the businessman. 
Church leaders did not feel the middleman deserved anything ; 
rather, the artisans should get the full proceeds of their work. 
The church forbade interest on loans, thus curtailing the growth 
of business. The church was afraid that through interest on capi- 
tal an aristocracy would be built up which would live in luxury off 
the toil of others. Experience had shown that such a ruling class 
would become negligent and lax in the use of its power to control 
the economy, making the decadent state vulnerable to attack from 
a less mature, but highly aggressive enemy. The remedy of the 
church was to keep the economy chiefly agrarian so that great 
concentration of wealth with its inherent problems would not be 
possible.2!_ The money lender as well as the businessman received 
sweeping condemnation. 

As the power of the church increased and Christianity became 
the official faith of the Roman Empire, the church found itself con- 
fronted with the problem of financial organization. Wealth had 
become concentrated in its hands, albeit in trust for the poor. It 
was involved in business involuntarily, especially in the East 
where temples had been the center of trade and priests the bankers 
and manufacturers. The church found it had the task of keeping 


20Louis Wallis, God and the Social Process, pp. 36-58. 
21Jacques Maritain, Scholasticism and Politics, pp. 139-140. 
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economic order. Charity was no longer adequate in a world 
so demoralized. Brigands had to be kept from destroying the 
last remnants of prosperity. The church had to give the barbarians 
an occupation as well as a religion, so that they would be productive 
rather than destructive.?? 

Under these circumstances, the church found it necessary to 
reverse its former stand and foster business. The businessmen 
now could become members of the church. However, the busi- 
nessmen were not agreeable to giving up their power to the church. 
Huckstering was prevalent. It was the church that mothered 
business through the Dark Ages. Again when expansion was 
renewed under church control, the trader was needed. Machinery 
and merchant went hand in hand into the frontiers in the ninth 
century as they did later in the sixteenth century in the New 
World and in Asia in the nineteenth.?% 

The lavish spending of church princes encouraged luxury trade, 
and it became necessary for the church to revise its former doctrine 
regarding private property. Instead of holding property in trust 
for the poor, the church divided it among the bishops and lesser 
clergy for cult purposes, leaving only twenty-five per cent for the 
poor.24 While voluntary communism was an ideal, it was not 
generally workable, according to certain church philosophers, be- 
cause of the sinfulness of man.?5 

Eventually, the church merely “restrained” the businessman, in 
other words, made him give back part of his gains to the church. 
Thus an investing class developed again, with the usual privileges, 
this time involving the church hierarchy. Some businessmen fought 
against this power by the church. 

As a consequence of the development of trade, religion no longer 
strove to keep the economy predominantly agrarian, but concen- 
trated its efforts toward creating a highly developed centralized 
economy. Interest on capital was not only allowed, but the “usury” 
stigma attached to interest was largely eliminated. If through re- 
turns on capital great fortunes were built up, such phenomena were 
taken to mean God looked upon such individuals with favor. Thus, 
modified Christian doctrines sponsored materialistic modern cap- 
italism. While the church’s powerful financial influence was taken 


22Will Durant, Caesar and Christ, p. 630. 
23Beard, op cit., p. 53. 

24Tbid. 

25Maritain, of. cit., pp. 139-140. 
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over by the businessman, she still attempted to make him aware 
of the effect of his activities on society and on his own soul. 

The medieval period ended with the gradual breakup of the 
Christian society into independent competitive states, and with 
this event the modern period of conflicting nationalisms begins. 


CHAPTER III 


INVESTMENT AS ILLUSTRATED IN THE 
GREAT FINANCIAL EMPIRES IN MEDIEVAL TIMES 


SARACEN EMPIRE 


With the disintegration of the Roman Empire the next frontier 
worthy of note was that of the Saracens. The name “Saracens” 
applies to many peoples of many cultures. It was given to these 
people by Europeans who hated them most thoroughly. Saracens 
included Buddhists, Christians, Moslems, Jews, Hindus, Mongols, 
Chaideans, Assyrians, Armenians, Persians, Medes, Arabs, Greeks, 
Egyptians, Phoenicians, Hittites, Africans, and hundreds of oth- 
ers living in the deserts and mountains and in the fertile valleys 
from the Ganges to the Atlantic.! 

The Saracens built up a civilization which lasted 800 years. 
The western migration of the Saracens was stimulated by the 
economic decline of Arabia and was inspired by economic as well 
as religious motives. In the seventh century A. D. the Saracens 
were inspired by a new religious movement called Islam, with 
Mohammed as the prophet. 

Within the course of a century the Saracens conquered Arabia, 
Syria, Egypt, and Persia, and extended into the frontiers of central 
Asia and India. At the same time they conquered North Africa, 
crossing into Spain, sweeping on into Gaul. Here the Franks 
under Charles Martel turned them back at the Battle of Tours in 
732 A. D., and the Saracens retreated into Spain. The Moslems 
by the middle of the eighth century stretched from the East Indies 
to the Atlantic and from the Caspian to the Indian Ocean.? 

Economic aspects of the Saracen Empire are most interesting. 
Through trade and investment Mohammed was able to retire at 
middle age. Freed from the worry of business, Mohammed had 
time to philosophize. He came to the conclusion there was only 
one God, the God of truth and rightness, and that those who be- 


1Weaver, Henry Grady, Mainspring, p. 84. 
2J. Salwyn Schapiro and Richard B. Morris, Civilisation in Europe, p. 92. 
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lieved in the pagan gods were misled. Mohammed believed the 
one-god concept as taught by the prophets, Abraham and Jesus, 
meant there should be a world state with centralized power. 
Worship of many gods caused decentralization and weakness, mak- 
ing the state vulnerable. Hence, Mohammed essentially was 
striving to build a centralized empire protected by force and es- 
tablishing a unified market. 

In his early career Mohammed did not advocate war, though he 
thought it necessary and desirable to defend oneself by force if 
attacked. He kept open house, serving coffee and entertaining the 
guests with his ideas as to the true religion. From far and wide 
pilgrims came to Mecca to worship a heavy black stone, thus 
sponsoring flourishing trade and business for the merchants of 
the city. Mohammed’s teaching hurt this business enough to cause 
a severe depression. Since Mecca was a sanctuary, these pagan 
priests and Meccan merchants could not kill Mohammed. They 
had to rely on forcing those who adopted Mohammed’s beliefs to 
leave the city. However, these followers of Mohammed spread 
the religion to the places in which they took refuge. Finally the 
merchants decided they must do away with Mohammed in spite of 
the ban against bloodshed in the holy city. When they came to 
Mohammed's home, the latter was no longer there, but had fled to 
Medina.* 

Medina was situated on an important road to Mecca. Pilgrims 
on their way to Mecca stopped off to listen to Mohammed and 
many were converted. This had the effect of cutting off Mecca’s 
income and the city plunged into its worst depression. The Mec- 
cans marched on Medina with the intent to kill Mohammed think- 
ing fallaciously that with his death Mecca would be restored to its 
former prosperity, forgetting that the mere death of Mohammed 
would not do away with his ideas. The attack was not a success 
because of Mohammed’s innovation of trench warfare, and the de- 
feated Meccans returned to their city. After six years Mohammed 
returned to Mecca, accompanied by a well equipped army. This 
time he was welcomed. The pagan idols were removed and the 
Meccans adopted his religion.’ 

The cities built by the Saracens were not only great centers of 
trade, but also of learning. Their culture was largely derived 
from Alexandria. Thus the cycle can be noted once more: as 


3James Harvey Robinson, Ordeal of Civilisation, pp. 72, 73. 
4Weaver, op. cit., p. 82. 
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each civilization rises and falls, it passes on knowledge to the 
victorious frontier, which, in turn, develops into an empire advanc- 
ing progress still further because of the advantage given it by the 
preceding civilization. 

The Saracens studied algebra, medicine, chemistry, and philoso- 
phy, and were famous for their beautiful buildings, as well as for 
their commercial activities. The Saracen silks and carpets were 
in great demand as were their cotton, hemp, and flax. It was the 
Saracens who introduced sugar, coffee, and rice into the western 
world.5 

In time property among the Saracens became centralized and 
wealth came to rest in the hands of the few. There developed a 
leisure class that could enjoy the cultural aspects of life through 
interest collected on their capital and rent received from their 
vast land holdings. While the Saracens were building up their 
splendid empire, frontier Europe was lying dormant in the Dark 
Ages. 

Because Mohammed’s ideas of complete unification were never 
achieved, the Saracen Empire was doomed. Instead of having the 
empire built around one city as the Roman Empire was centralized 
in Rome, the Saracens had several important cities—Mecca, Bag- 
dad, and Cordova, to name a few. There was no code of laws to 
govern all the Saracens. Social organizations consisted of the fami- 
ly. Rather than on a body of laws, reliance was placed upon the 
rule of a caliph (successor to Mohammed) or a cadiz (wise man). 
With so much power and control exercised by the family, it is not 
strange that political rivalry broke out between the Ammiads and 
Abbasids, which aided in breaking up the empire. The Ammiads 
controlled the Moslems in Asia, while the Saracens in Spain be- 
came independent, and were later forced out by the Christians. The 
Saracens started a series of independent kingdoms in North Africa, 
and the East grew restless under the caliph.® 

In the eleventh century the Seljuk Turks, a tribe from the Cas- 
pian Sea area, conquered the eastern portion of the empire. The 
Seljuk Turks were supplanted by the Ottoman Turks and, in the 
fifteenth century, the Ottomans swept rapidly over Asia Minor 
and the Balkan Peninsula, conquering Constantinople in 1453 and 
becoming successors of the Byzantine Empire. In the sixteenth 
century the Turks conquered Hungary, but were beaten by the 


5Schapiro and Morris, op. cit., pp. 90-95. 
6Ibid., p. 93. 
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Italians in 1471. In the following century the Turks made another 
great advance, laying siege to Vienna in 1683, but were driven 
away and finally foreed out of Hurope,’ 

Thus the downfall of the Saracen Iimpire was due in no small 
part to the lack of organization oF political structure to hold to- 
gether the peoples who for 800 years had developed this vast 
and complex empire extending over three continents,  Heeause 
of this lack of adequate social organization and body of laws, the 
Saracen Hmpire fell prey to the more aggressive frontiers of Hu- 
rope, Medieval Kuropeans, as Crusaders, broke through the 
Pyrenees in the white heat of religious fanaticism and attacked the 
Saracens,* 

Religion was not the sole cause provoking the attack, The *’ 
spread of the Saracen Empire westward had diverted trade from 
the Italian cities creating extreme economic difficulties, With 
this attack of the Christians in the west and the disruption caused 
by the Turks at the center, the splendid empire of the Saracens 
sank into stagnation. Again the pattern was repeated with the 
older Saracen civilization falling before the onslaught of frontier 
Europe. 


However, there were some deviations from the usual pattern. 
Trade and investment did not result in building up the Saracen 
Empire without help from other sources. Religious fanaticism and 
war also played important roles. 


MeprEvAL Evurorean CITIES 

With the downfall of the Saracen Empire, frontier Europe 
began its development. It never really became a unified empire 
in the same sense as the Roman Empire, but instead established 
several important commercial cities along the trade route to the 
Near East. Florence was among those most important. Other 
notable cities were Genoa and Venice. The financial and indus- 
trial empire established by Florence reached from Naples to Lon- 
don. Venice took in the Near East as a province. These three 
cities displayed patrician abilities and disabilities during the 
fourteenth century in developing an empire. “In them the sov- 
ereignty of the business man can be examined, .... watching it 
in its glory and its slow disintegration.’”’ 

Feudalism was gradually breaking down. As time passed, the 


7[bid. 
8Harold Lamb, The Crusades, Iron Men and Saints, p. 185. 
9Miriam Beard, A History of the Business Man, p. 73. 
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landed gentry found themselves more and more at the merey of 
the money lenders. In time the financiers bought up the land from 
the weakened nobles, The serfs were freed and beeame the labor 
proletariat locating in towns. The financiers aided in introducing 
many sorts of machines for grinding wheat and cleaning wool, 
The advaneed technology of the Italians enabled them to under- 
sell the British, They could bring wool from England, make it 
into cloth, and sell it cheaper by careful planning of industries, just 
as later the Kinglish were able to do with India in regard to cot- 
ton,!° 

Gilds arose to protect the working man, They became so power- 
ful they were almost a state within a state; and, indeed, similarities 
can be drawn between these gilds and the trusts and labor unions 
of today, While the gilds protected the interests of minority groups, 
conditions were very bad for the working class as a whole, 

Not only did the landed noblemen fall prey to the clutches of 
the Florentine financiers, but also kings and even popes became 
enmeshed. The English King Henry III struggled to pay off his 
ever-increasing debts to the Florentine bankers. Finally English 
royal debts were repudiated by Edward III. This event shook 
Italian finance and was one cause for the debacle suffered by 
Italian financiers. 

By the time of Lorenzo the Magnificent, so many private for- 
tunes of citizens were ruined and so much of the government in- 
come was taken for the private use of the Medici that only 
foreign adventure promised new resources. 

Due to overwhelming pride, these Italian financiers began to in- 
dulge in extravagances which aggravated the poor. The huge 
estates were passed down into the hands of heirs less capable of 
managing them. A leisure class had been developed once more 
that became neglectful of maintaining control over their wealth. 
For example, Lorenzo de Medici dipped too deeply into the 
treasury in order to finance his exorbitant wants. City bonds 
fell and markets in general were falling. The final blow came 
when the English cut off the wool trade. 

The monk, Savonarola, was a foe of big business, and this debacle 
gave him his opportunity to sway the people back toward agrarian- 
ism and to what he thought to be the simple life. He was able to 
recruit a large following. People, motivated by religious frenzy, 
burned expensive clothing and other luxuries. The pope opposed 


10{bid., p. 129, et seg. 
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this radical element and excommunicated the monk, While 
businessmen feared control by the Medici, they feared the monk 
more. Finally the old family was restored and the monk met his 
death at the stake. Through the Medician family and its financial 
empire, Renaissance culture with its philosophy of individualism 
was spread over Europe. 

Italian finance spread to frontier Germany. Leading cities of 
the Hanseatic League were Antwerp, Nurnberg, and Augsberg. 
Here again the same pattern was repeated, with the big business- 
men struggling with the nobility for power. This time it was the 
Fuggers versus Charles V. The Fuggers developed big business 
in mining, sugar and spice importation, and grain and textile traf- 
fic. The expanding international intercourse of the fifteenth cen- 
tury pressed the medieval, petty type of trader to the wall. Wealth 
became concentrated in the hands of a few—Fuggers in this case. 
But as usual this Fugger Empire became effeminate as the aristo- 
cratization process took place and the later Fuggers became in- 
dolent and extravagant, aping the patrician type of life. Toward 
the close of the sixteenth century almost universal tragedy over- 
took Europe with the fall of these mighty fortunes. 

The next frontier of importance was Holland, with Amsterdam 
the center of finance and the Bicker family in control. They in- 
vested in shipbuilding, in the East India Company, and managed 
' the government as much as possible. The Bickers, like the Medici 
and the Fuggers, soon became patrician in their tastes, attitudes, 
and way of life, taking the enterprise out of business. Holland 
sank into a rentier state. Corruption became flagrant and the 
state found itself open to attack by the new frontier, England. 
There then ensued a long struggle, with England the victor. Trade 
routes moved from the Mediterranean to Western Europe when 
intercourse developed between the old world and the new. Fron- 
tier England was in the strategic position to be the basis for a 
world-wide empire. 


CHAPTER IV 
INVESTMENT AS ILLUSTRATED IN THE 
GREAT FINANCIAL EMPIRES OF THE MODERN 
AGE OF INDUSTRIALIZATION 


TuHeE BEGINNINGS OF THE MODERN AGE 


Although Italy was dominated by other countries, her art and 
culture were spread throughout Europe. With the Renaissance new 
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interest was taken in scholarship, France, England, and Germany 
began studying Latin and Greek literature. Thus Italy lost not 
only political power to a frontier civilization, but its intellectual 
leadership as well. With this renewed emphasis on learning came 
the geographic discoveries. Italian navigators were used by foreign 
countries, particularly the Spanish and English. The Italians were 
ahead in their methods of navigation because of their highly de- 
veloped commerce, which provided large sums for investment in 
their innovations. The compass and astrolabe are among the 
most important inventions in regard to navigation because, with 
improved ship-building, they made ocean travel possible. The 
Spanish used Italian sailors to explore and aid in establishing a 
Spanish empire in the New World. The English and Dutch were 
also interested in exploration and in establishing colonies overseas. 

The English already had developed strong nationalism. Through 
the War of the Roses the nobility was greatly weakened and new 
blood was recruited from the trading class. Feudalism was grad- 
ually broken down by this influx of traders. England's geo- 
graphic location had great influence on her way of life and her po- 
sition in the world. She was cut off from Europe by the channel 
and thus was somewhat backward. But her western position on 
the trade route to the New World gave her an extraordinary ad- 
vantage which, oddly enough, she was slow to realize.! 


Gradually, however, she began to compete effectively with the 
Spanish Empire. British pirates plundered Spanish ships for 
gold brought from the New World. Hence, bitter enmity existed 
between the Spanish and the English. But Spain was unable to 
compete with frontier England. She was easy prey for a more 
rugged and vigorous England where business was energetic. It 
was, in fact, furthered by Queen Elizabeth herself, who bestowed 
monopolies on certain of her favorites.’ 


In 1588 England decisively defeated the Spanish Armada. The 
prize was control of trade with the New World and the Far East. 
This victory over Spain increased the power of the trading class 
and brought on eventually the struggle with the incapable Stuart 
kings. It was Cromwell, however, who really brought the mer- 
chant into his own in England. Cromwell, like Savonorola, came 
into power during a difficult period. There was not only a depres- 


1Miriam Beard, 4 History of the Business Man, p. 385. 
2Tbid., p. 379. 
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sion, but also a rebellion in Ireland, and confusion of the English 
currency.? 

Cromwell’s rise to power was not accomplished by a well- 
managed coup like that of Hitler in 1933. Instead, he blundered into 
his position of leadership. The king was in monetary difficulties, 
largely because Parliament would not vote funds, nor would his 
own bankers or foreign bankers lend to him. Thus a crisis was 
created which led to hostilities. 

The supporters of Cromwell were chiefly from the merchant 
class and their power centered in London. They were reinforced 
by religious fanaticism derived largely from the teachings of Cal- 
vin. They defined a true Christian as one who supported the 
revolutionary cause, both by military force and loans. For the 
most part they were sincere and earnest men who did not waste 
money on luxurious display, as did the Stuart court. Consequently, 
their unity and energy resulted in the overwhelming defeat of the 
Royalists and the execution of Charles I. 

The Puritan Revolution promoted the power of the merchant 
classes too rapidly for stability, and after the death of Cromwell, 
the movement collapsed. The people were glad to swing back to 
the old order of things, and invited Charles IT to return from exile. 
But this reaction toward conservatism and a luxurious court was 
also too extreme for stability; and in the Bloodless Revolution of 
1688 the power of Parliament, representing largely the mercantile 
interests, was permanently established, William of Orange was 
imported as the new king. He was virtually an employee of Par- 
liament, and with the supremacy of Parliament the expansion of 
nglish business and the British Mmpire went forward rapidly, 

For nearly a century the British were engaged in a long duel 
with Franee for leadership in world trade and colonial empire, In 
the late sixteenth and seventeenth century four great world wars 
were fought: namely, King William's War, 1689-97; Queen 
Anne's War, 1701-13; King George's War, 1740-48; and French 
and Indian War, 1754-60,4 

At the conclusion of these wars, the Treaty of Paris in 1763 
placed England in a dominant position over most of North America, 
including Canada, The long duel had resulted in a decisive victory 
for England, leaving her the almost unchallenged mistress of the 
seas, 


3Tbid., p. 395, et seq. 
4James Harvey Robinson, Ordeal of Civilization, pp. 367-414. 
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A study of the social structure of France, as compared with 
that of England, reveals some of the factors that contributed to 
her downfall. In France the feudal nobility had largely maintained 
its position, and consequently the nobles interfered dictatorially 
with the freedom of their colonies. On the other hand, the Eng- 
lish aristocrats allowed their colonies greater freedom with fav- 
orable results. Furthermore, within France itself the feudal 
traditions interfered with business efficiency. The essential dif- 
ference between the French and English systems was that in the 
latter the breakdown of feudalism had resulted in greater oppor- 
tunity for the masses. Consequently, a middle-class Englishman 
who was successful in business might rise to a position of power 
and perhaps receive a title of nobility. In France, however, such 
opportunities were very restricted. The sons of the feudal lords 
were often brought up in idleness, and would not condescend to 
engage in trade.’ With such rigid class lines France was greatly 
handicapped in her conflict with England. 

With the American Revolution from 1775-1783 the English 
suffered defeat, but the fact that America was a frontier left the 
British Empire with her unrivalled fleet in control of the trading 
routes of the world, With Mngland holding this enviable position no 
other nation could successfully challenge her leadership in world 
trade, It should be mentioned that because the Mnglish had just 
snatched world supremacy from the french, the latter were only too 
glad to help the Americans gain their freedom from England, 


INDUSTRIALIZATION IN FINGLAND 

Frontier Mngland was favorably situated to be the firat nation to 
experience modern industrialization, She had natural resources, 
an adequate labor foree (recruited from the great mass of labor 
put out of work by concentration of land ownership), capital ae- 
cumulation for inevstment purposes, a government controlled by 
the business classes, a geographic location on the trade routes to 
the New World, and an unrivalled fleet to protect her trading in- 
terests, England was the frontier enjoying the advantages of 
knowledge gained hy previous civilizations, Her ruling class was 
still made up of energetic businessmen, England had not yet de- 
veloped a deeply entrenched leisure class, 

Certain very rich Englishmen who could have retired on a com- 
fortable income and spent their time in fox hunting® chose to 


5James Burnham, The Machiavellians Defenders of Freedom, pp. 205-223. 
6Beard, op. cit., p. 490, et seq. 
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stay in business. Among them were the Duke of Bridgewater, 
Matthew Boulton, and Josiah Wedgewood. These men put their 
money into innovations that did much to encourage industrializa- 
tion in England. Bridgewater, for instance, invested heavily in 
mining improvements. It was he, also, who installed the. steam 
pump of the inventor, James Watt. Matthew Boulton and Josiah 
Wedgewood also took great interest in science and esthetics, since 
both were demanded by their type of business—pottery. Competi- 
tion between Boulton and Wedgewood was more chivalric, as 
feudalistic tendencies still clung to these men. Such was not the 
case with a later generation of selfmade entrepreneurs, chief 
among whom was Richard Arkwright, the inventor of the spin- 
ning throstle and many other innovations for use in mills. It was 
Arkwright who introduced the use of children in his factories 
because they were more adaptable to simple machine methods, 
their fingers being more nimble and their natures more docile. 


While people abhorred the desecration of the beautiful English 
landscape by the growth of dingy industrialized towns, it was im- 
possible to turn the clock back, With the innovations introduced 
by Bridgewater and Arkwright, industrialization had taken root, 

Interestingly enough, the growth of this industrialization took 
place in the frontier North of England where Englishmen had not 
settled down to be country gentlemen and live in leisure off their 
rents, The spirit of business enterprise loves an open frontier, 
Here in the North of England the workers were not encumbered 
by gild regulations and vested interests striving to preserve the 
status quo, French Huguenots moved to the North of England, 
having grown tired of the strict gild regulations in the South of 
England and on the continent. It was they who furnished the 
meager technical know-how of the community. In a way, lack 
of technical ability was an asset, for Lancashire specialized in 
crude mass production serving a market long ignored by crafts- 
men. Also, lack of culture added its bit because these rough North- 
ern Englishmen had little in the way of cultural amusement to dis- 
tract them from money making. The North country had an ade- 
quate supply of cheap labor. Thousands of English had been put 
off their land by great lords who preferred to raise sheep rather 
than to till the soil. Clan chieftains in Scotland had ousted their 
followers for the same reasons. Irish who had been ousted by 
English conquerors added to the labor supply. Thus with this 
labor supply plus the machine it was possible for Manchester and 
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Lancashire to undersell and to ruin the older cities of Europe. 
Even the craftsmen in ancient India were not able to compete. 

The plight of the English proletariat was indeed dreadful. They 
lived in filthy towns, toiling sixteen to eighteen hours a day for 
very little recompense, sleeping in damp cellars without beds or 
bedding. These bad conditions of the common people later had 
the effect of weakening England. Her fighting forces were 
weakened and the lack of an adequate system of education kept 
her from recruiting capable young people that might have made 
scientists. Yet in this early period there was greater opportunity 
for a very poor but talented person to rise to the top. Class strati- 
fication had not become rigid. 

Thus there was a tremendous change in the world. The change 
was not in the type of civilization so much as in new emphasis on 
materialism, Society still was based on a privileged ruling class, 
hut it now drew more heavily from the masses because of more 
opportunity, The number of people rising from poverty to wealth 
increased greatly,” 

England no longer had to fear that her foreign trade would be 
cut off by attack from another nation, since her navy was now in 
control of the seas, Also, with her advantageous position in regard 
to industrialization she was able to undersell many of her com- 
petitiors, Thus it was to her advantage to do away with her mer- 
cantilist doctrines in favor of free trade, The greater her foreign 
trade, the greater wealth she could accumulate, Therefore, the 
laissez faire doctrine of Adam Smith with his emphasis on free 
trade was more acceptable than the old mercantilist protectionist 
theories.8 

However, the wealth accumulated by England through her trade 
with her empire did very little to raise the standard of living for 
her common people, as was brought out previously. And the 
theories of Adam Smith, Ricardo, and Malthus did very little 
to alleviate the situation. Rather they supported the status quo. 
The population theory of Malthus to the effect that population 
would expand until the subsistence level was reached, and the 
economic interpretation of this theory by Ricardo that the economy 
would support a population only on a subsistence level (If you had 
more people, they would die from starvation and if you had fewer 
people, wages would rise, stimulating the birth rate until the sub- 


7Burnham, of. cit., pp. 205-223. 
8William Vogt, Road to Survival, pp. 61-63. 
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sistence level was reached once more.) was acceptable because 
the theory and interpretation made those in power feel self-satisfied 
since apparently nothing could be done for the plight of the masses 
of people. 

While frontier England was building up her empire, France 
went through a revolution, overthrowing the nobility and placing 
the burgeoisie in power. The French bourgeoisie had rid them- 
selves of the nobility, but the economic problems were still there.’ 
The chaos that ensued allowed the dictator, Napoleon, to come to 
power. With Napoleon’s entrance on the scenes of history, Eng- 
land’s supremacy was again threatened. There followed the Na- 
poleonic wars for world power. 

The Napoleonic empire creates an interesting contrast between 
an empire built in a short space of time by military might and 
one that is created more slowly with more of an economic basis. 
Of course, every empire involves military and economic factors, 
but sometimes one factor will be predominant and sometimes the 
other. Napoleon’s empire was dependent upon war for its very 
existence, !° 

However, Napoleon procured and maintained his power because 
he expressed the thoughts, beliefs, and aims of the masses. Bona- 
parte, according to Emerson, “was the idol of common man be- 
cause he had in transcendent degree the qualities and powers of 
common men.”!! To them Napoleon was a man from their own 
strata of society who was able to rise to the very top in political in- 
fluence and power and therefore was truly their representative. 
Their goals were his goals—-goals of materialistic gain, regardless 
of the means. Napoleon and the businessmen in France were the 
democrats, selfish, bold, self-relying, constantly increasing their 
numbers by births, and wishing to possess land, buildings and 
money stocks owned by the conservative class. The latter class 
was also selfish, illiberal, hating innovation and continuously 
losing its numbers by deaths. When the power of this class de- 
clined greatly, the way was paved for a man like Napoleon to rise 
to supreme command. “Bonaparte represents the democrat or the 
party of men of business against the stationary or conservative 
Le these two parties differ only as young and old. The 
Democrat is a young conservative; the conservative is an old 


9Gaetans Mosca, The Ruling Class, p. 418. 

10Robinson, op. cit., pp. 507-508. 

11Ralph Waldo Emerson, “Napoleon or the Man of the World,” Prose 
Works, p. 121, et seq. 
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democrat. The aristocrat is a democrat ripe and gone to seed.’’!? 
Both parties have in common the supreme value of property .. . 
one endeavors to get it, the other to keep it. 

Napoleon realized his power came from the fact that his interests 
were those of the masses and so allied himself with the business- 
men—the bourgeoisie. In his later days, he wished to add to his 
crowns titles of aristocracy, but he always retained his contempt for 
hereditary kings, particularly the Bourbons, maintaining that they 
in their exile after the Revolution in France had learned nothing 
and had forgotten nothing. 

Like all despots, once in power Napoleon forgot he was a product 
of the common people and ruled by the criterion of his own 
personal interests, practicing nepotism in the most flagrant man- 
ner. Parallels can be drawn between Napoleon and Diocletian, 
ruler of the Roman Empire. Like Diocletian, Napoleon came to 
power when his country_ was gravely in need of a leader to 
create unity out of chaos, and like Diocletian, once in power, he 
wished to pass this power on to his heirs. Both leaders were un- 
successful in this attempt. 

As Bonaparte’s empire fell, so we may expect also to fall every 
empire that is not based on moral principles, regardless of the 
use of high sounding phrases such as liberty, equality, and fra- 
ternity. As long as civilization is based on property, material 
wealth, such civilization is likely to pass through the cycle of rising 
to great heights when the young, forceful democrats are in power 
in the economy and of falling from the place of power when the 
conservative, landed interests have been in control long enough 
to have established a well entrenched leisure class, making the 
empire vulnerable to a more energetic and democratic frontier. 

England again won a victory over France and with it she won 
her freedom to develop her far-flung empire without serious inter- 
ference from any other power. Her empire was developed by 
exchanging goods manufactured at home for raw materials of her 
colonies. England protected her trade routes by her great navy 
and her balance of power theory.!’ Her idea was to maintain a 
powerful navy and to procure the friendship of enough great and 
potentially great nations to form an alliance that would be a note- 
worthy deterrent for any nation or group of nations aspiring to 
compete with her for world supremacy. 


12] bid., p. 137. 
13Barbara Ward, The West at Bay, p. 36. 
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As the English built up their empire, wealth became better or- 
ganized and concentrated. This concentration of the control of 
wealth allowed the few to regulate the economy of the empire. 
These elite made up a type of planning board and operated 
through the medium of a central bank and associated corporations 
and cartels.'4 The Bank of England in London was the financial 
nerve center of the world. Great Britain was the great exporter 
of capital and the great importer of raw materials with the rest of 
the trading world largely revolving about the center. In essence, 
it was an adjustment between one economy and the rest of the 
world.!5 


Unfortunately, England's ruling class behaved in the same way 
as those of the empires in the past. By the process of dual income, 
i.e., income from labor and income from capital, gradually a deeply 
entrenched leisure class was developed. Instead of using the time 
made available by huge incomes in constructive ways such as 
scientific research, the English elite fell into the errors of former 
aristocracies, indulging in frivolous living. They did not appear 
to be aware of the nature of their debt to society as a whole, but 
believed they were privileged to live off the labor of the masses 
(if, indeed, they thought about the matter at all) by the fact that 
it was their investment that put these people at work. The fact 
that much of their saving was made possible through a virtual 
tax placed on the consumer via the pricing mechanism did not oc- 
cur to them, or if it did, it certainly failed to make them, as a 
class, feel their social responsibilities, 

The Germans became very jealous of the dominant financial 
and commercial position England held in the world and set out 
to compete with her, They applied themselves vigorously to scien- 
tific research, the ultimate goal being to surpass the English in 
industrial output. When the Germans achieved this goal, the 
stage was set for war, England again adopted her old policy of 
balance of power, and allied herself with as many nations as 
possible. The Germans failed to reckon with the formidable Eng- 
lish ally, the United States. Heretofore, the Americans had con- 
sidered the English as their rival for world markets. Now they 
envisaged Germany as a competitor and were anxious to eliminate 
her as a threat. Because the struggle lasted for three years hefore 


14Henry Parker Willis, The Theory and Practice of Central Banking. 
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the United States joined the fray, the European nations were 
gravely weakened. The United States emerged from the conflict 
a creditor nation.'!© New York City had become a great financial 
center replacing London. 

Between the two World Wars, England was preoccupied with 
the problem of attempting to return to normalcy, that is, to the 
England of pre-World War I. Not only was England tremendous- 
ly weakened by the war, but also she was burdened with the in- 
creasing competition from the frontiers she had aided’? Her 
colonies had been given a spurt toward industrialization by the 
war and wanted to continue efforts in this direction, so as to be 
able to raise the standard of living of their peoples. Thus the 
balance achieved during the nineteenth century by interchange of 
raw materials of the colonies for industrialized goods of the home 
country was permanently dislocated with disastrous effects for 
England.'8 Education, too, took its toll by inculcating the peoples 
of the colonies with the idea of achieving political freedom in 
order to better develop their countries. 


The Great Depression created even more havoc for England. 
She was finally forced off the gold standard in 1931 and found 
herself unable to pay her war debt to the United States, Because 
of her heavy investment in industry she was naturally reluctant 
to scrap her old equipment for new and thus was at a disadvantage 
in competing with the United States, whose industrialization re- 
ceived a later start and had the advantage of being more up to date, 
more efficient, Also, her ruling class were apathetic and closed 
their eyes to the possibility of another world war, thinking that 
if England did not prepare for war, perhaps a conflict could be 
avoided, Thus when war came, England was woefully unpre- 
pared and in danger of utter destruction, Again she steered her 
ship of state by the balance of power principle, One by one the 
Germans defeated her allies, even France, until England stood 
alone except for the meager help in the way of materials she re- 
ceived from the United States and the hope that America again 
might intervene as her ally. With Japan’s attack at. Pearl Har- 
bor, her hope was realized, and the balance of power turned in 
her favor with ultimate victory for the allies. 

But again America had been able to wait two years before join- 


16Arnold J. Toynbee, Civilization on Trial, p. 112. 
17Ward, op. cit., p. 31. 
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ing the fray. Her industries were spared the ravages of war, and 
her production, which had been geared to war, had reached un- 
expected heights. Her fighting forces, due to the necessity of war, 
had become remarkably strong and were stationed in strategic 
places afl over the world to maintain peace and protect American 
interests. 

It was now the United States’ Navy that patrolled the seas as 
once the British Navy had done. It was American investments 
that needed protection now instead of the British, since most of the 
British foreign investments had been liquidated in order to finance 
the war. So frontier America had gained predominance over the 
older civilization of England. England was no longer a threat 
to the supremacy of the United States, nor apparently was Ger- 
many, who had been severely beaten. Russia alone remains a 
notable threat to America. It is Russia that is the frontier and 
the United States that is now the older civilization. It is a moot 
question as to whether or not the United States will repeat the 
pattern of empires in the past or whether she will learn by the 
experiences of former empires and thus maintain her world 
hegemony. Will her ruling class, if it once thoroughly establishes 
its political supremacy, realize their responsibilities to society and 

ote their time to preserving what we as Americans hold dear, 
or will they fritter away their leisure time in wasteful consumption, 
endangering the American civilization to the domination of fron- 
tier Russia and the Orient? 


CHAPTER V 
MOTIVATION OF THE INDIVIDUAL IN THE 
INVESTMENT PROCESS AND THE EFFECT OF THIS 
MOTIVATION ON THE STRUCTURE OF SOCIETY 

Now that the discussion on the role of investment in the economic 
process has been completed, the motivation of the individual in the 
investment process and the effect of this motivation upon the 
structure of society can be taken up. What motivates the individual 
to take an active part in the investment process ? 

First of all, an individual, in order to take active part in the 
investment process, must have the ability to save. In other words, 
he must have an income that will allow such saving, and in order 
to have such an income, a healthy economic system is essential. 

How is this saving accomplished? In the frontier economy, sav- 
ing is accomplished by great sacrifice. It is difficult for those de- 
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siring to farm and to start new business enterprises on a small 
scale to acquire the necessary capital. In a frontier economy 
this capital has not yet accumulated at home in sufficient quantities. 
And capital from abroad usually seeks outlets on a larger scale that 
offer a quick and high rate of return, such as a search for gold in 
the seventeenth and eighteenth centuries and mining in the nine- 
teenth and twentieth centuries. Later when the economy is more 
highly developed and particularly since the innovation and growth 
of the corporation in the nineteenth and twentieth centuries, sav- 
ing increasingly is done by the corporation, which normally adds 
the cost of new factories .to prices. Much of the investment made 
by the corporation is financed internally,! clearly showing that 
saving is charged back to the consumer somewhat like a sales tax. 
When a country is highly organized financially, as illustrated by 
England and the United States, vast sums are held in the hands 
of these corporations. The securities representing this wealth are 
held for the most part by those few at the top of the income 
pyramid. According to the 1948 Survey of Consumer Finances,? 
in 1947 in the United States 49 per cent of spending units of in- 
comes of $7,500 and over went for stocks and bonds (excluding 
United States Government bonds), whereas only 3 per cent was 
so spent by those with incomes of under $1,000. To demonstrate 
still further this concentration of wealth, 1.1 per cent of all corpo- 
rations earned 69 per cent of the total net income before taxes for 
all profit-earning corporations in the United States. This trend 
towards control of great wealth in the hands of a few has been 
noted in the great financial empires from that of the Saracen 
to the English up to the American. Those with huge incomes are 
able to save at little or no sacrifice, in contrast with a frontier 
economy where saving is difficult. 

When England was the frontier, the older Italian civilization, 
with its financiers, aided her development toward world empire.‘ 
These Italian financiers desired high returns on their investments 
and were interested in land and shipping. Then when England 
became the older civilization, she aided the American -frontier to 
develop into a world power by putting her savings into American 
investment. Such is usually the case. The older civilization fur- 


1Hiram L. Jome, Corporation Finance, p. 507. 


2Part III., “Consumer Ownership and Use of Liquid and Nonliquid As- 
sets,” Board of Governors of the Federal Reserve System, Washington, p. 10. 
3Jome, op. cit., p. 550. 


4Miriam Beard, A History of the Business Man, p. 140. 
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nishes savings for investing in the frontier. Then when the 
frontier becomes the older civilization, with excess savings seeking 
new outlets for investment, it in turn seeks these outlets in still 
another frontier. Thus the process of investment is repeated 
throughout history up to the present time. 

The individual investor, in seeking his own gains from a short 
range point of view, has an unexpected effect on society as a whole 
from the long range point of view. The individual investor, in 
seeking profits, helps to build great financial world empires, and 
eventually through wasteful consumption of the leisure class thus 
developed brings about the destruction of these same empires. 

In connection with saving it is necessary to be careful to avoid 
the oversaving fallacy. Much confusion arises due to the failure to 
define what is meant by saving. According to Keynes, saving 
equals investment because he considered saving as distinct from 
hoarding or non-spending.5 Generally speaking, income equals the 
value of the output which, in turn equals consumption plus invest- 
ment. Savings equal income minus consumption and thus savings 
equal investment. 

Schumpeter also is aware of the confusion arising from termi- 
nology and states, “But there is, and always has been, a eulogistic 
or vituperative preaching on the subject that, assisted by termi- 
nological tricks such as the confusion between saving and non- 
spending, has succeeded in producing a sham antagonism between 
the writers on the subject.’® Again he states, “The ideology of 
underemployment equilibrium and of non-spending—which is a 
better term to use than saving—is readily seen to be embodied in 
a few restrictive assumptions that emphasize certain (real or sup- 
posed) facts.”? 

Besides the ability to save furnishing motivation for the individu- 
al to take an active part in the investment process, the desire to 
invest is also necessary. Again a healthy economic system is es- 
sential if the individual investor is to have confidence to take the 
risk of investment. Also, to maintain a healthy economic system 
there must be a balance between the propensity to consume and the 
propensity to invest. As was brought out previously, consumption 
supports investment. Without consumption there would be no 


5John M. Keynes, The General Theory of Employment, Interest and 
Money, p. 63. 

6J. A. Schumpeter, “Science and Ideology,” The American Economic Re- 
view, Vol. XXXIX, No. 2, March 1949, p. 357. 

7Ibid., p. 356. 
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motive for investment and no production of consumers’ goods. 
Even in the production stage goods are needed, are consumed, in 
order that still more goods may reach the consumers’ market, 
thereby stimulating capital goods industries as well. If too great 
a proportion of income is put into luxurious goods and wasteful 
consumption, not enough will go into future investment to main- 
tain the growth of the economy. If too great a proportion of 
income is being put into investment, the market for consumers’ 
goods will be restricted, making the return on the investment a 
disappointment. 


The question has been discussed as to who does the saving, and 
indirectly the correlative question as to who does the investing 
has been answered also. It might be well to elaborate on this point. 
In the frontier economy the individual who does the saving also 
does the investing. Circumstances are decidedly different when 
the economy becomes highly developed. The saving then is done 
by the consumer through the pricing mechanism, while the in- 
vesting is done by the managers of the corporation they represent. 
As Jome says,’ 

A report for the Temporary National Economic 
Committee, Monograph No. 29, showed that 
2500 out of 3000 officers and directors and of- 
ficer-directors in 200 of our largest non-financial 
corporations owned stock in their companies. 
The other 500 had no investment commitment 
whatever in the companies under their control 
and management. Furthermore, the directors 
owned only 3 per cent of the voting stock. The 
officers, directors, and officer-directors all to- 
gether, owned only 5.5 per cent of the total value 


of the common and preferred stock of their com- 
panies. 


Individuals who buy stock on the exchanges are not necessarily 
investing. Beardsley Ruml states in Tomorrow’s Business? that 
people who buy bonds are ordinarily not making an investment in 
business. They are merely turning some other investor’s savings 
into cash. The stock market is useful because “It improves the 
general attitude toward savings in business, and in particular 
cases it may well be the cash will be put into some new or expanding 
venture by the person who made the sale.”!° It is only when the 


8Jome, op. cit., footnote p. 501. 


9Beardsley Ruml, Tomorrow's Business, p. 49. 
10] bid. 
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individual buys new securities and the money received by the 
corporation for these securities is used for expansion or innovation 
that the individual is actually making an investment. As was 
indicated by Ruml, such is a rare instance at the present time. 

Not only is saving important for investment, but innovation also 
is necessary for the growth of the economy. The rate of innovation 
must be fast enough to utilize the savings in a constructive way ; 
otherwise there will be a breakdown in the economy. It is diffi- 
cult for the individual investor to see with his limited vision just 
where his savings are needed most in the economy and how much 
he should save. When he and many other individual investors 
fail to judge correctly the need for savings in accordance with the 
innovations and put too much money into the stock market, bidding 
up prices of stock, a breakdown is bound to occur. Such was the 
case in 1929 when the stock market boom reached dizzy heights 
with no sound foundation to prevent a crash, i.e., inadequate out- 
lets for the use of this money by the corporations. 

When an economy becomes highly developed financially, and 
the rate of innovation does not keep up with the amount of savings 
available for investment, the interest rate gradually declines, induc- 
ing a search for investment outlets abroad. England went through 
such an experience in the nineteenth century and the United States 
has been going through a like experience in the past two decades. 
To put it in Keynesian language, the marginal efficiency of capi- 
tal has decreased, and thus the rate of interest is bound to decrease 
also, given time for the adjustment to be made. The years 1922- 
1928 clearly show this decline of the interest rate!! due to the 
decrease in the marginal efficiency of capital, for during this 
period the inflluence of the price level was comparatively negligible. 
It should be noted that during falling prices the decline of the in- 
terest rate is offset by the fact that real incomes of bondholders 
are greater. With rising prices the rise of the interest rate would 
be offset by the shrinking of real incomes of bondholders, making 
equity securities more attractive. 


As to mediums of investment for the individual, one outlet al- 
lows, technically at least, the possibility of bridging the gap between 
what is best for the individual and what is best for society. Huge 
investment companies are able to collect money from the individual 
(by floating their own securities) and to channel it into the 


11News-Bulletin, National Bureau of Economic Research, Inc., No. 41, 
Jan: 5, 1931, pp: Z, 3. 
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economy where it is most needed. These securities held by the in- 
dividual may represent underlying assets of many varied corpora- 
tions, allowing the possibility of maximum diversification even 
for the small investor.!? The expert managers of these investment 
companies have the advantage over the individual investor who 
must devote a great deal of his time to his chosen occupation, and 
thus the outlets for these funds may be more wisely selected, not 
only for the individual but for society as a whole. Also, these 
companies perform the service of gathering small savings of the 
individuals and pooling them for investment purposes, thereby 
allowing the individual with a small income to take part in the in- 
vestment process, whereas without such a medium his effective 
participation would be highly improbable. 

During the boom in the 1920's these investment companies did 
not help to close the gap between the individual point of view and 
the social point of view. These companies were relatively un- 
seasoned in this country and were in need of regulation. With 
the regulatory Investment Company Act of 1940!% and the lessons 
learned over the years by the investors as well as the managers of 
these companies, these difficulties have been largely overcome. 


The individual may purchase government bonds, thereby allow- 
ing the government to do the channeling of the funds into the 
economy where they are needed to supplement private industry as 
well as to take care of the financial requirements of the government. 


The individual may also buy life insurance, and thus create a 
great pooling of funds with experts doing the actual investing. 
Due to governmental supervision, the choice of outlets for these 
funds is rather limited at the present time, causing a downward 
pressure on high-grade bond interest rates. With the higher ex- 
pense due to higher prices for materials, higher wages, and sal- 
aries, life insurance companies find themselves in a somewhat un- 
tenable position. The trend is toward lifting some restrictions, al- 
lowing these companies more leeway in finding adequate outlets 
for their funds.'* For example, the New York State Law allows 
life insurance companies to invest in real estate for leasing to mer- 
chandising companies. 


12Lucille Tomlinson, Successful Investing Formulas, p. 30. 


13Investment Trusts and Investment Companies, Parts One through Four, 
1940, Hearings before a Subcommittee of the Committee on Banking and 
Currency, U. S. Senate, 76 Congress, Third Session on S 3580. 


14Joseph B. Maclean, Life Insurance, p. 268. 
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While the individual is motivated to take part in the investment 
process by factors immediately concerning him and his welfare 
as a member of society, the impact of this motivation on the struc- 
ture of society should be noted. What has usually developed in the 
past as a result of the investment process is a hereditary privileged 
class with rigid class stratification. Such developments endanger 
the country. A country highly developed financially stirs up in- 
ternational jealousy. The laxity of those in control over the 
economy paves the way for a victory of a more aggressive frontier. 
What is needed is a way to make the individual aware of this im- 
pact he has on society. The small individual investor should realize 
that ultimately through the investment process the control of great 
wealth will be concentrated, and he should therefore make the at- 
tempt through his voting franchise to assure that this power of 
control by the few is utilized properly for the good of society. 
Those in control, likewise, should be brought to visualize their 
duty to society in order that they will exert this control in the 
interest of the economy as a whole rather than for their own 
selfish extravagances and for their heirs. 


CHAPTER VI 


THE CONFLICT BETWEEN HISTORIC IDEALS 
AND THE CONSEQUENCES OF 
THE INVESTMENT PROCESS 


In every society there are ideals versus actualities, regardless of 
the economic framework, regardless of the political framework. In 
a society there may be the ideal to achieve the greatest good for 
the greatest number, but in actuality this ideal is never carried out 
fully and may be achieved in varying degrees, depending upon 
whether the society is in a young, forceful stage of economic 
growth, whether it has reached the decadent stage where relatively 
little progress can be expected, or whether the economy is some- 
where in between the two extremes. This ideal of the greatest 
good for the greatest number conflicts with the very essence of the 
investment process which, in the past at least, in the long run has 
been to build up an economic organization with a few in position 
of privilege—a deeply entrenched aristocracy. 

Historically speaking, society has been organized with the idea 
of achieving this goal of the greatest good for the greatest number, 
starting with a relatively simple economy, which later proved 
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inadequate. This Jeffersonian, self-sufficient type of economy may 
gradually evolve into the historic type of empire with emphasis 
on international trade, politics, and war, with a financial and im- 
perial center. 


The Hebrew ideal of a small scale agrarian economy made pos- 
sible to a great extent equality of opportunity.!. Emphasis was on 
the family with a patriarchal type of organization, The economy 
was a group of related families working as one family in regard 
to problems affecting the whole community. For the most part 
the organization was on an individualistic basis with each farmer 
tending his own land and livestock, but there were problems de- 
manding collective action. Even with a simply organized economy 
it is necesary to care for the poor, exercise disciplinary measures 
for the ones in need of it, and create harmony where disputes have 
arisen. Land was used by the owner. The more efficienct farmer 
might own more land, the rule of distribution being according to 
the work performed, generally speaking.” 

The Greek city state ideal was organized on a little larger basis 
than that of the Hebrew.’ It was still individualistic. What little 
industry existed was on a handicraft basis. Since the economy 
was small scale, the needs were known so the Greeks did not strug- 
gle with the problem of gluts and scarcities of goods on the market. 
The Greeks had their slaves, of course, but these slaves were at 
times given opportunity for freedom if they showed exceptional 
ability. 

The development of trade heralded the development of the 
historical empire. With this trade expansion and the division of 
labor, both territorial and individual, some form of control was 
necessary to bring all these elements together. This form of con- 
trol was exerted by the Roman Empire, with the center of control 
located at Rome. With the development of trade, surpluses could 
be exchanged for goods wherein shortages existed. Men were able 
to specialize, and invention was thus stimulated. Gradually great 
centers of commerce and investment grew up with corporations 
and central banks organized to perform the function of industrial 
coordination—centers such as Babylon, Bagdad, and Rome. 


1Louis Wallis, God and the Social Process, pp. 36-58. 
2Towa Business Digest, April, 1949. 

3G. Lowe Dickinson, The Greek View of Life, p. 69. 
4Towa Business Digest, op, cit. 
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But while the empire organization aided material progress, it 
gave rise to ruling classes out of touch with the people they ruled.5 
In the capitailst economies absentee landlordism, with the owner 
being separate from the people who tilled the soil, and the develop- 
ment of technicians and workers becoming mere instruments of 
production, laid the basis for a wide gap between production and 
consumption. Such a gap caused grave difficulties in maintaining 
balance in the economy. Instead of holding to the ideal of the 
greatest good for the greatest number, men were avidly seeking 
to get more than they gave. Thus were sponsored periods of 
feverish industrial activity with both capital and labor being used 
ill-advisedly when the marginal efficiency of both capital and labor 
was very low. The resulting inflation had dire results on those 
with fixed incomes, favoring those holding equity securities. Just 
the opposite was true when the economy was experiencing a serious 
deflationary period. In this situation the purchasing power of 
those with fixed income increases, and the purchasing power of 
those holding equity securities decreases. Indeed, the latter should 
consider themselves fortunate if they receive any returns on their 
investment during such depressed periods. Thus evolved the 


“boom and bust” phenomenon, the business cycle, to plague man- 
kind. 


As the economy developed, the very wealthy ruling classes were 
doing most of the saving.© In fact, they were finding it difficult 
to spend their huge incomes even though they lived most luxuri- 
ously. As these savings became larger and larger, more and more 
went into investment which, in time, was bound to suffer diminish- 
ing returns at home, with unemployment inducing the savers and 
investors to seek outlets elsewhere and inducing migration on the 
part of the unemployed. Thus the empire began to expand in 
search of colonies and investment outlets. If there were other 
empires competing, historically speaking, usually there would be 
war until one empire was dominant. The hereditary aristocracy 
of empire would then settle back into luxury and dissipation, failing 
to exert unifying control over the economy until the empire was 
not able to resist a more aggressive frontier.’ 

As the nation evolves from the Jeffersonian ideal to the imperial 
type, wealth becomes debt or quasi-debt. The earnings of capital 

S[bid. 


6Carl Snyder, Capitalism the Creator, p. 139. 
7Gaetans Mosca, The Ruling Class, p. 65, 66. 
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are represented by bonds, stocks, and title deeds. During periods 
of prosperity these negotiable instruments are widely held by the 
public, but are lost in times of depression. Also, the public’s buying 
a disproportionate share of these securities makes the prices sky- 
rocket to dangerous heights. Finally, in the typical empire, wealth 
is concentrated in the hands of a few—a hereditary leisure class. 

With the transition from the Jeffersonian ideal to the empire 
ideal, the process of saving changes significantly. In the early stages 
of an economy, i.e., while it is still in the frontier organization, sav- 
ing involves notable sacrifices, particularly for those without prop- 
erty. But as the economy matures and central banks and corpora- 
tions develop, saving is done chiefly by the rich* and the corpora- 
tions? without much sacrifice. Those with large incomes can hardly 
help saving. One would think then there is some advantage to this 
uneven distribution of income. However, on looking at the problem 
a little closer, it can be noted that the sacrifice of saving is done by 
the consumer through prices. A normal market price includes labor 
that went into making the goods, depreciation on the equipment 
used, and rent and interest on the land and capital.!° Usually saving 
comes from rent, interest, and profit thus collected. Taxation is an 
additional cost and should be mentioned, but such a cost is typically 
controlled by the aristocracy in power and is generally added to 
prices.!! So in a highly developed economy the public pays not 
only for labor and maintenance, but also for new plants and other 
capital improvements. A natural system of taxation is evolved in 
which the financial aristocracy collects the taxes. Taxes so col- 
lected may be devoted to excessive luxuries or to progress in a 
material and social way. Thus it is the spirit of the ruling class 
that is important to the nation rather than mere deails of organiza- 
ion. It is necessary for this ruling class, the elite, to be an enlight- 
ened group with full knowledge of their social responsibilities by 
their virtual taxing power. They must realize the necessity of 
keeping the economy dynamic and impervious to attack from 
jealous frontiers. 

Recent empires of history have diverged somewhat from the 
historic pattern. England of the nineteenth century had diverged 
but little.!2_ The beginnings of the Industrial Revolution enhanced 


8Carl Snyder, of. cit., p. 139. 

9Hiram L. Jome, Corporate Finance, p. 629. 
10Jowa Busines Digest, January 31, 1948. 
11][bid. 

12William Vogt, Road to Survival, pp. 61-63. 
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material power but restricted public welfare. The German em- 
pire also diverged from this usual pattern. It also developed 
science, surpassing the English, ostensibly for the interests of the 
masses but really to develop a fighting force. However, its aim 
was that of frontiers in history, to usurp leadership over the world 
that England, the older established civilization, industrially speak- 
ing, enjoyed. Russia, too, has attempted to compete with other 
nations for world power through the application of science. But 
two world wars have left her far behind the Americans. 


It is the United States that has diverged most of all from the 
historic pattern of imperialism. With her material power and the 
growth of huge corporations, it seemed that America, too, was to 
follow the usual pattern, but responsible business leaders appear to 
be attempting to maintain efficiency of*large-scale production with- 
out the disadvantage of rigid class stratification and without pre- 
venting those with ability from rising to deserving positions in the 


economy. Widespread education and freedom of speech have aided 
in this development. 


America is still the stronghold of free enterprise, with modifica- 
tions, most other nations having gone over to some degree of so- 
cialism, some degree of state control of the economic processes. Al- 
though the United States is having difficulties with the excesses of 
labor and capital, we are hoping that the ills of the economy will be 
cured by a responsible leadership!’ on the part of both business and 
government, so that not only the dreams of the material world will 
be realized, but dreams of the social world as well, and that the 
ideals such as the greatest good for the greatest number and equality 
of opportunity will be more fully realized. 


13S. H. Slichter, “The Changing American Economy,” The Commercial 
and Financial Chronicle, June 2, 1949. 
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APPENDIX 


INVESTMENT AS AN ASPECT OF 
THE ECONOMIC PROCESS 


Economics originally was a study of market inter-relationships ; 
for instance, a study of the relationships between wage and capital 
costs and costs of production. In other words, the subject was 
approached from the extensive point of view. While intensive 
studies are undoubtedly valuable and essential, policy making 
will not be effective unless the processes of industry can be seen 
as an integrated whole. It is the concept of broad inter-relation- 
ships that is implied in the general equilibrium theory.' This 
paper attempts a study of such horizontal inter-relationships, parti- 
cularly in historic perspective, rather than an intensive study of 
the vertical type. 

First of all it is necessary to define what the scientific method 
really is, Science is an organized and systematized body of des- 
cription and analysis.? Sciences attempt to describe the sequence 
and interactions of phenomena. Abstract statements of these 
sequences and interactions are made. Causal relationships are 
assumed, and it is also assumed that there is some possibility of 
isolating them. 

The scientific method includes objective analysis, the discovery 
of relationships, systematization of data, and the drawing of con- 
clusions.’ It employs induction and deduction, as well as objective 
analysis. The classical school favored the deductive method, but 
now it is realized that both the deductive and inductive methods 
of reasoning are needed. Both theory and facts are essential. If 
the inductive method is used exclusively, there is a danger of work- 
ing only with models and of getting out of touch with actualities. 

Previous knowledge and reflection are necessary to new dis- 
coveries in science. That is, deduction from previous knowledge 
is an instrument of research. Logical deduction aids in making 
clear the meaning of an hypothesis and assists in testing and veri- 
fying it. The deductive technic helps detect questionable assump- 
tions and suggests possible alternatives. Logical reflection is 
needed to avoid regarding the familiar as the only possiblity and 
to steer clear of irrelevancies. 


1Alfred Marshall, Principles of Economics, pp. 331-351. 

2C. A. Hickman, Intermediate Economic Theory Lectures, 1947-1948 
semester, The State University of Iowa, College of Commerce. 

3Carl Snyder, Capitalism the Creator, p. 19. 
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The simplest form of induction is a generalization from typical 
instances, Care must be taken to avoid generalizing from an in- 
adequate sample. The sample chosen should be representative of 
the whole class, Another form of induction involves reasoning 
from concomitant variations; i.e., if two factors are not correlated, 
presumably they are not causally related, Such considerations 
are valuable in eliminating proposed causes, Statistics are use- 
ful tools in this connection, Through correlation an hypothesis 
can be supported or sometimes disproved. It must be noted that 
every measured case known may be an exception to the law but 
still not invalidate the law. 


A scientific law is a description in general terms of specified 
phenomena and may not necessarily fit very closely the data which 
it describes.4 Thus it is in the nature of an average or a trend 
which correlates more or less closely with the data. 

While there is no absolute distinction between inductive and 
deductive reasoning, there is a distinction with respect to the point 
of emphasis. Inductive thinking is concerned primarily with ob- 
servation from which certain averages, trends, or other abstrac- 
tions are derived, Deductive thinking on the other hand places 
the emphasis upon certain hypotheses or laws which have been sug- 
gested by the facts, and verifies or utilizes them, 

In some cases, however, deductive reasoning can be far more 
precise than inductive, An example is the statement of the law 
concerning simple forms of probability as in tossing coins, Also, 
it is noticeable in the case of constants like pi, If the value of pi 
is obtained inductively, very careful measurement might perhaps 
obtain an accurate result ot several decimals, But the deductive 
approach through geometric reasoning has given an exact result 
to more than 700 decimals, and theoretically this accuracy could 
be extended even farther, 

A more important illustration for the purpose at hand is the 
value of e which, like the value of pi, may be deductively evaluated. 
This value is the so-called coefficient of organic growth, which is 
important in connection with social data. It may be defined as 
follows : 

In a period where one dollar at simple interest doubles, ¢ is the 
amount that would be received over the same period of time if the 
investment is compounded instantaneously. This coefficient is very 


4George Gamow, One, Two, Three..... Infinity, Chapter 5. 
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useful in expressing time series, as commonly illustrated by some 
form of a growth curve.5 

As an expression of the tendency of growth of large firms and 
industries, the Pearl Reed® (logistic) curve probably fits the data 
hest except for the fact that it fails to indicate a definite initial 
date; so for the purposes of this study a somewhat similar curve, a 
modified Gompertz curve, has been adopted, The Gompertz 
curve in its usual form may be expressed by the formula: 


This formula may be revised so that it has y =O at + = 0 by writing 


Applying the growth curve to investment, let us assume + equals 
the amount invested and y equals the earnings of capital. The 
first derivative gives the slope of the curve. The second derivative 
equated to zero determines the point of inflection—the point 
(y,,4,) where diminishing returns begin. The point of maximum 
rate of return is somewhat beyond y,, 4%, and is determined by 
equating the first derivative of to zero, This #,, is the point 
of optimum rate of earnings on the investment.’ 

In order to have an economy in general equilibrium, it is neces- 
sary to all firms to be producing so as to give this optimum rate 
of returns on the investment, If the curve were reduced to a 
straight-line trend, some firms could be producing below this point 
of maxium and some producing beyond this point of maximum 
and what would be lost in the one case would be gained in the 
other, Since the growth curve at 1, is not a straight-line trend 
but a negative curve, more would be lost by some firms not produc- 
ing at this maximum point than would be gained by the others, This 
illustrates the law of maximizing the product as developed by the 
classical economists. 

Natural sciences deal with observed phenomena. Several people 
can make the necessary observations and get the same answer. 
Because of the element of free will, many economists argue that 
there is greater difficulty in achieving objectivity in the social 


5George J. Stigler, The Theory of Price, p. 43. 

6George R. Davies and Walter F. Crowder, Methoas of Statistical Analysis 
in the Social Sciences, pp. 166, 167. 

7Ibid., pp. 168-169 

8George R. Davies, “Economic Equilibrium and Friction,” American 
Economic Review, Vol. 24, No. 4, December, 1934, pp. 658-667. 

9See Chart I. 
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sciences than in the natural sciences.'!° There is some basis for 
this contention, Data are not always judged by consistent cri- 
teria.!!| Employment during the disinflation of 1949 ranged widely, 
the discrepancies being largely due to differences in defining un- 
employment. However, although there are some areas in which 
agreement has been difficult, there are certain other major areas 
of economics where there is almost complete consensus of opinion, 


for example, statistics concerning industrial production, wholesale 
prices, and bank credit. 


The social sciences obviously have tangible things to measure, 
such as group behavior, According to the statistical law of large 
numbers, individual variations in large groups cancel out. Hence, 
sociological tendencies in large groups can be measured. 


To the criticism that social science, particularly economics, is 
non-repetitive, in other words, that the phenomena change too 
quickly to allow scientific conclusions to be drawn, the answer is 
that all science is tentative. Meonomists must deal with more 
variables and, unlike the natural scientists, they cannot definitely 
control thelt experiments, Lt should be remembered that economics 
and other social sciences are still in their infaney, comparatively 
speaking, Instead of the fault being inherent in the subject mat- 
ter, it lies in the immature stage of development, 

The really significant diffieulty in dealing with economic data 
is that in the field of application policies involve ethies, For ex- 
ample, if inflation is to be promoted, fixed incomes and bonded 
indebtedness are reduced, and such reduetion can be judged only on 
the basis of ethical principles, At any rate, the question of tak- 
ing from one group and giving to another is something more than 
a matter of manipulation; it involves questions of right and wrong, 
On such problems it is very diffieult to find uniform agreement, 
Keonomies purely as a seience deals merely with the mechanical 
effects of policies such as inflation, It is a help to know what the 


consequences are, but the ethical judgment is something more than 
the consequences themselves, 


An industry tends to grow according to a certain mathematical 
form commonly known as a growth curve, As thus described, the 
expansion of industry passes through a period of increasing re- 


10Lionel Robbins, The Nature and Significance of Economic Science, 
pp. 118-119, 


'NJbid,, p. 111, 
12/bid., pp. 131-135. 
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turns, reaches a point of inflection, and continues through a period 
of decreasing returns. Examples of such growth tendencies may 
be found in Carl Snyder’s Business Cycles and Busines Measure- 
ments previously cited. However, considered from an abstract 
point of view, the growth curve may be taken to represent the 
processes of expansion at price levels currently existing. When 
thus stated it must be modified by the consequences of innovations 
which have the effect of increasing the slope of a whole curve, in 
other words, the factor a representing the asymptote. As a re- 
sult, the earlier portions of a curve lose their significance, and at- 
tention is directed chiefly to marginal investment. 

Considered in the abstract, the growth curve and its significant 
features may be described as follows: The equation of the curve 
is: 

y= 
where a, b, and ¢, are constants greater than unity, 
In order to determine the point of inflection (x, ¥,) where inereas- 
ing returiis give way to decreasing returns, the second derivative 
of the equation is equated to zero and solved for # as follows: 
In order to find the first derivative, it is convenient to write the 
equation as logs thus; 
ny = na 
the derivative of whieh is: 
(I/y) (dy/dv) = bea®'!, or dy/dv = beyar®!, 

The second derivative equated to zero in; 

y” be [yartetmy (¢ + 1) = 0 
which may be reduced to; 

= ¢ + 1 and = (¢ +1) /be, 
which gives the value; 

= [be/ (e + 
Substituting the value of #;¢in the original equation for y gives: 
= * Vie, 

It is important to determine the point at which the rate of profits 
(r = y/v) is maximized, This may be done by equating the first 
derivative of r to zero and solving for .,, yas follows; 

= y — yx? = 0, 
By substituting the value of the first derivative, this becomes: 
dr/dx = beyx —yx? = 0 
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Dividing through by ya? gives 
= 1 
from which it follows that 
and 
Substituting the value of 2°¢ in the original equation for y gives 
= 
That the slope of y at y_ is y,,/.,, may be proved as follows: 
The first derivative of y is true also for y_, therefore: 


Jim = be Vm 

But y,/+,, is the slope of a line drawn from the origin to y 
Hence this line is tangent to the curve. Consequently, the point of 
the maximum rate of returns may easily be located graphically by 
drawing stich a tangent. It should be noted that the point of 
iHaximut fate of rettittis is located in the area of diminishing re- 
tittis, as thay be seen by comparing +, with 

It should be noted further that in a theoretical tiarket if in- 
vestinent expatision is pushed beyond the point of the maximuti 
fate of Feturis and if this is generally true of the market, capital: 
ized values will inerease to the same proportion that marginal 
rate of earnings decreases and equilibrium will theoretically be 
established in such a way that the maximum rate of earnings is 
shifted to the actual margin of investment, 

In order to illustrate the use of the growth curve, it may be as- 
sumed that the equation as fitted to certain data is as follows: 


y = 7,389 
The equation and its eritieal points may now he computed as shown 
in Table I, In Chart I, the above y equation is shown as the upper 
plotted curve, while the lower curve is y/., the ratio of capital 
earnings to investment, 
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Table I 
COMPUTATION OF ASSUMED 
GROWTH CURVE y = 7.389 e6? 
AND FIRST DERIVATIVE, dy/dx = 12 yx" 


x 6/x? In y log y y/x dy/dx 
G 2 0 O+ 
Y% 2 24.000 —22,000 —9,554 O+ O+ O+ 
6.000 —4.000 —1.737 0.018 0.018 0.216 
Yo 1.500 0.500 0.217 1.649 0.824 2.473 
$ 2 0.667 1.333 0,579 3.794 1,265 1.686 
4 2 0.375 1.625 0.706 5.078 1.270 0.952 
> 2 0.240 1.760 0.764 5.813 1.163 0.558 
6 2 0.167 1.833 0.796 6.255 1,043 0.347 
7 2 0.122 1.878 0.815 6.537 0.934 0.229 
8 2 0.094 1.906 0.828 6.728 0.841 0.158 
9 2 0.074 1.926 0.836 6.862 0.762 0.113 
10 2 0,060 1,940 0.843 6.959 0,696 0.084 
Capital Earnings (y) 
7 - 
— 
im = 3.464 
Ym = 4.483 


y, = 1.049 


0 2 3 4 8 
Investment (x) 


Figure I. Growth curve, y = 7.389 e6? and rate of earnings 
y/x. Point of inflection, x,, y, and point of maximum rate of 
earnings, x,y _. The lower plotted curve is 
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